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EDITORIAL DEPARTMENT NOTE 


The present Bulletin is a report of the findings in the second 
study of current accounting practice made by the Research and 
Service Department during the present year under the direction 
of Harry E. Howell, Director in charge of Research. The 
findings of the first study were published in the N. A. C. A. 
Bulletin for March 15, 1937 under the title, “Practice in Ac- 
counting for Raw Materials.” 

In the present study we were interested in determining the 
prevailing accounting practice in handling certain specific prob- 
lems which have arisen as a result of the Federal and state social 
security laws which have become effective in the past few years. 
Naturally many companies have not settled finally on how 
some of these matters will be handled, but it was felt that a 
study of this sort at this time might indicate the possible 
solutions and be of assistance to some members in making their 
final decisions. 

As in the previous study, ten copies of the questionnaire 
were sent to each chapter secretary with the request that they 
be distributed to members who were able and willing to supply 
the information called for. The fact that 260 of the 470 ques- 
tionnaires were filled out and returned by the members indi- 
cates the interest in this subject and the cooperative spirit of 
N. A. C. A. members. At the end of each questionnaire was 
the request, “We would appreciate having attached any special 
forms you have developed in connection with payroll taxes.” 
Approximately one-half of the questionnaires had forms at- 
tached. These and the explanatory comments which accom- 
panied them in many cases have proven most helpful in the 
preparation of this report. ‘ 
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ee TO the questionnaire form below will show 

that this study of current practice in accounting for pay- 
roll taxes was not an attempt to cover the entire field of payroll 
accounting as modified in recent years to meet the requirements of 
Federal and state social security laws. Rather, it was an attempt 
to determine current practice with respect to specific parts of the 
accounting process about which there appeared to be the most 
need for further information. The comments which follow take 
up these questions in the order in which they appear on the ques- 
tionnaire. 


SOCIAL SECURITY TAXES—ACCOUNTING PRACTICE 
N. A. C. A. RESEARCH STUDY 


1. Have you initiated, or do you plan to initiate, individual ledger cards ne 
for employees for collecting their pay and deductions under the f 1 
Federal Social Security Act and the various State Acts? 


Yes ( ) No ( ) 


2. If the answer to Question 1 is “yes,” please indicate by a check mark 
your reason for feeling that such ledger cards are necessary: 
A. Because of the requirements of the Federal Social 
Security Act. 
B. Because of the requirement of one or more state unem- 
ployment compensation law. : ( ) 
C. Because you anticipate the information will be called for 
later, although not now definitely required by the 
present laws. ( ) 
D. Because of the requirements of your own internal system ( 
E. Other reasons (Please explain) 


3. Were you using individual ledger cards to accumulate employees’ pay 
before the Social Security laws became effective? 


Yes ( ) No ( ) 


4. If you are using special equipment in keeping these records, please 
indicate the type of equipment Weeds. 
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5. How are you treating the tax paid by the employer on direct labor 
payrolls: 
A. Included in basic rate as an element of direct labor cost. ( ) 
B. Applied to labor cost at a fixed per cent. ( ) 
C. As an element of factory overhead. os 
D. As a general or administrative expense. €¢ } 
E. Some other treatment (Please explain)............... tot 


6. What method do you use to inform employees of amounts deducted 
from their pay for Social Security Taxes: 


A. Deduction shown on the pay check. ¢ > 
B. Deduction shown in the pay envelope. c 3 
C. Separate notification slip used. 
D. Other method (Please explain) 


7. Do you record deductions from employees’ pay which have not yet 
been paid the state or federal government as a liability at the time 
the deduction is made? 


Yes ( ) No ( ) 


8. Do you accrue the company’s liability for payroll taxes at each payroll 


date? 
Yes ( ) No ( ) 


9. Do you attempt to segregate in a separate bank account or otherwise, 
except through the recording of a liability, the amounts of employees’ 
wages withheld but not yet due federal or state governments? 


Yes ( ) No 


10. If your answer to the above is “yes,” please explain the procedure 


11. What do you estimate is the cost of your payroll department (not 
including timekeeping) per dollar of total labor payroll?............. 


We would appreciate having attached any special forms you have developed 
in connection with payroll taxes. 
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Employee Earnings Records 

The first four questions on the questionnaire relate to individual 
ledger cards or records for employees, or as they will be called 
here, Employee Earnings Records. The replies to the first ques- 
tion indicate that the use of such records is almost universal. Of 
the 260 companies represented, 242 have initiated or plan to set 
up individual earnings records for employees. Of the 18 who re- 
port that employee earnings records are not in use, several use 
punched cards in acounting for labor costs and thus have the data 
regarding the earnings of each employee in form for easy accumu- 
lation. Others achieve the same end by filing by employees the 
time cards or carbon copies of slips notifying employees of deduc- 
tions from earnings. It is apparent, however that the ledger type 
of record for accumulating earnings and deductions is favored 
over other methods by a great majority of accountants. 

This does not mean that the ledger form of record is superior to 
other forms. In the small or medium-sized concern with larger la- 
bor turnover a file of time tickets might be preferable; in a large 
concern the use of tabulating cards makes for flexibility ; hand-writ- 
ten ledger sheets may be best in one company and machine-posted 
cards in another. The particular method or form will need to be 
selected to meet the needs of the particular conditions involved. 
But in all cases there is need for a record or a file of records to 
give the information called for on the employee earnings record. 


Not a New Type of Form 

Question 2 was designed to secure a count on the most import- 
ant reasons causing the adoption of employee earnings records. It 
was felt that the social security laws could be held largely respon- 
sible for making such records necessary. It happened, however, 
that the replies to Question 3 were more significant on this point 
than the replies to Question 2. A total of 151 out of 242, or 62 
per cent of those reporting the use of employee earnings records, 
stated that such records had been in use before the social security 
laws became effective. In other words, more companies had insti- 
uted such records for reasons which existed before the effective 
date of payroll taxes than have instituted them since that date. No 
doubt the information returns required under Federal and some 
state income tax laws were the primary cause leading to the instal- 
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lation of such records in most cases, but as we shall see later, other 
influences may also have been responsible. While social security 
legislation may not have been primarily responsible for insti- 
tuting employee earnings records in the majority of concerns, 
it has caused many to adopt such records who would not have used 
them otherwise, and it has made necessary more detailed and 
elaborate records. Many members who reported that their com- 
panies had installed employee earnings records before the Social 
Security Act became effective added a comment to the effect that 
only a simple form had been in use previously but had been modi- 
fied and extended considerably to include the data required under 
Federal and state social security laws. 


Why Are Earnings Records Necessary? 


Returning now to Question 2 for further light on the causes 
which have made the use of employee earnings records almost uni- 
versal, we find that 147 members reported that they feel that such 
records are necessary because of the requirements of the Federal 
Social Security Act, g1 because of the requirements of one or more 
state unemployment insurance laws, 79 because it is anticipated 
that the information obtained from such records will be called for 
later (although not definitely required at the present time), and 
102 because of the requirements of their own internal systems. 
These were the four reasons listed on the questionnaire, and it is 
interesting to note the lack of agreement as to whether present or 
future social security requirements are responsible for the instal- 
lation of these individual records. 

In addition to checking the reasons listed on the questionnaire, 
many of those who replied listed other reasons for considering em- 
ployee earnings records desirable, if not necessary. As might be 
expected, most frequent mention was made of the need for indi- 
vidual records in order to report employees’ earnings for Federal 
income tax purposes on Form 1099 and in some cases for state 
income tax purposes. Of those replying, 64 gave this as a reason 
for maintaining such records, and it is logical to believe that a 
much greater number would have checked this reason had it been 
listed on the questionnaire. 

But employee earnings records can be used to serve other pur- 
poses in addition to providing the data required under social se- 
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curity and tax laws. Members reported these records being used 
to determine periodic income and average earnings of employees, 
to supply data required by trade associations, to supply informa- 
tion requested by employees, to provide data for group insurance 
purposes, to help in welfare work and in the determination of 
pension requirements. It is probable that in the future, these 
records will be found to serve several useful purposes in addition 
to providing data for social security use. 


Giving the Form a Name 


The fact that over a hundred different employee earnings rec- 
ords were submitted along with the questionnaire replies made it 
possible to give some consideration to the names given the form 
and the information called for. Almost as many titles were applied 
to the individual employee record of earnings as there were 
samples submitted, but because the name “Employees Earnings 
Record” was more frequently used than any other and because it 
clearly describes this form, it has been adopted for the purpose 
of this report. 


Information Provided by Heading 


For our purpose the employee earnings record can be consid- 
ered as made up of two parts, the heading and the body of the 
record. The amount of information called for by the heading will 
depend on the other records which are kept and the uses planned 
for the employee earnings record. If a separate service record or 
employee history record is kept for each worker, much detail can 
be omitted from the heading of the earnings form. Since practically 
all earnings records cover one year only and make necessary the 
heading of a new form for each employee at the beginning of each 
year, it would seem to be more economical in time and supplies to 
keep a separate history of each worker’s employment in whatever 
detail necessary to reduce to a minimum the data required in the 
heading of the earnings record. This history record can often be 
combined with the employment application form. 

When a separate history record is kept, the heading of the earn- 
ings record can be limited to the prime essentials: employee’s 
name, social security number and often clock number. Since most 
records cover a period of a year, a space for this information is 


1369 


‘ > 
F 
| 
% 
Ent 


N. A. C. A. Bulletin August 15, 1937 


desirable. Other information often found is address, department, 
sex, marital status, date employee reaches the age of sixty-five and 
reasons for removal from the payroll, but in the usual case, it is 
doubtful whether this information is needed on this form; it 
should be relegated to the history record, if not already duplicated 
there. 


The Body of the Form 


While the earnings records submitted by members showed a 
great variety in the types of information required by the forms, it 
is possible with a little study to determine the data which is com- 
monly required and that which is of importance for a particular 
record. The essential information, which is found in one form or 
another in all earnings records, relates to date on which the pay 
period ended, the time worked, the employee’s earnings, and the 
deductions from these earnings. These columns may be subdi- 
vided to provide any particulars made necessary by specific re- 
quirements of the state law or laws to which the employer is sub- 
ject or by the method of payment or type of deductions involved. 

Practically all of the forms which were submitted provide a 
single horizontal line for each week, and most provide space for 
the accumulation of monthly and quarterly totals. The “Period 
Ending” column is used to indicate the pay period and its length. 

Ordinarily the “Time Worked” column is subdivided to show 
days worked and hours worked, since information on both is 
needed under some state unemployment insurance laws. In some 
cases a separate column for days and houfs lost is provided also, 
in which case a subdivision of this column is used for reporting by 
code letters the reason for the lost time. 

In the majority of cases a single gross earnings column is prob- 
ably sufficient, but in some cases it is desirable to have separate 
columns for regular earnings, extra earnings and total earnings, 
depending on the nature of the extra compensation and the provi- 
sions of the applicable law or laws. 

It will also be found desirable in many cases to have a cumu- 
lative gross earning colunm. This is especially true where machine 
posting is used, since it makes for easier proof of posting. It also 
permits the work of accumulating gross wages to be spread out 
over the period instead of being concentrated in a few rush days. 
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The deductions section will contain columns for showing de- 
ductions from pay made for the employee’s Federal old age benefits 
tax and, in case the employee is taxed under the state unemploy- 
ment insurance law, for this tax. Where there is no state law, or 
the employer only is taxed, this second column will not be needed. 
Columns may also be provided for recording other deductions such 
as insurance premiums, credit union payments, club dues, com- 
munity chest contributions, Christmas club installments, repay- 
ments of loans or advances, payments on sales to employees, and 
so forth. Where the deductions do not recur regularly a “Miscel- 
laneous Deductions” column can be provided and the nature of 
the deduction indicated by code numbers or letters. 


Illustrated Forms 


The Employee’s Earnings Record shown as Exhibit 1 on page 
1372 is a good illustration of the points referred to above. Note 
the limited information called for in the heading. The record 
for an entire year can be accumulated on one side of the 
sheet with a second year’s record on the back. While provision is 
made for accumulating figures by quarters, no space is provided 
for monthly totals should they be necessary. This form also illus- 
trates the way in which time lost may be recorded along with 
time worked. 

Exhibit 2 shows a very compact form, measuring 434 inches by 
8 inches when folded and providing for the collection of an entire 
year’s data. Note that space is provided.for accumulating monthly 
totals, but not quarterly totals. That this record was prepared 
specifically for social security purposes is indicated by the fact that 
no space is provided for deductions other than those representing 
payroll taxes. The earnings column on this form is divided to 
show separately the wages earned and other remuneration. 

Exhibit 3 illustrates a card form with some unique features. 
The heading is limited. Weeks are indicated by number with no 
space for showing the date. No space is provided for making 
monthly and quarterly accumulations. On the extreme right, a 
remarks column is provided where the code letters shown at the 
bottom of the form can be inserted to record the reason for any 
earnings which are less than normal. 
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EMPLOYEE'S WEEKLY WAGE RECORD 
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A folding form which provides for one year’s data on the front 
and reverse is shown as Exhibit 4. This form is especially suited 
for recording the earnings of employees on a salary or commission 
basis, since its unique features as compared with the forms previ- 
ously considered is the column for accumulating the employee's 
compensation and the remarks column which, among other uses, 
may serve to indicate the state in which an employee works dur- 
ing each pay period. Yearly accumulated compensation is import- 
ant under those state laws which exempt employees who earn over 
a specified amount for the year and under the Federal provision 
that the tax for old age benefits purposes will apply only to the 
first $3,000 of earnings. 

These forms will illustrate some of the principal variations in the 
forms submitted. Probably it should be reported that these forms 
call for less detail than a great many of the records submitted. 
One gets the impression in studying these forms that in the 
absence of definite knowledge of the information needed, provision 
has been made for collecting any data that might possibly be re- 
quired. No doubt with more experience many accountants will 
find that the forms now in use can be simplified somewhat. 


Special Equipment Used 


It is possible for two general conclusions to be drawn from the 
answers to Question 4. First, over one-half of those replying 
to the questionnaire indicated by their failure to answer this ques- 
tion or by definite negative answers that they do not use any 
special mechanical equipment in keeping ‘employee earnings rec- 
ords. Second, it is clear that a great variety of equipment is being 
used for keeping these records. We: find mention of accounting 
machines, accounts receivable machines, adding machines, address- 
ing machines, bookkeeping machines, calculating machines, check 
writers, payroll machines, peg boards, posting machines and tabu- 
lating equipment. 


Accounting Treatment of Payroll Taxes 


Question 5 raises the problem of the proper accounting treat- 
ment for payroll taxes paid by the employer. Probably most ac- 
countants will agree that logically such taxes represent an addi- 
tional cost of labor, but they feel that practical considerations 
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must be given some weight in deciding upon the accounting treat- 
ment to be accorded them. To make the issue clear cut this 
question referred to direct labor only, although it can be as logi- 
cally argued that the taxes should follow and be combined with 
compensation paid indirect laborers, salesmen, office workers and 
executives. 

For the benefit of those who feel that payroll taxes on direct 
labor are logically factory overhead or general expense items, let 
us pose a question. Suppose you were attempting to determine 
whether an operation now performed by hand labor could be 
more economically performed by machines with a few operators. 
In making your calculations, would you include payroll taxes 
on the earnings of the direct laborers who are dispensed with in 
overhead or would you eliminate the taxes along with the direct 
labor cost? The answer is obvious. Payroll taxes on direct 
labor are an additional cost of that labor and not a cost of 
facilities and services for making the labor more effective. 

Up to this point we have been talking of what is logical. Now 
let us consider the practical problems involved. To attempt to 
add 1, 2, 3 or some other per cent to every piece rate, every 
hourly rate, to the labor cost of every operation, process, or job 
would involve a tremendous amount of clerical effort in most in- 
dustrial concerns and would hardly be justified by the results 
produced. There are other means of achieving the same end. 
If all of the direct laborers in a plant are subject to the same 
rate of tax and all of the direct labor cost is taxable, it follows 
that a constant percentage of tax applies to all direct labor costs. 
Accordingly, we can wait until the costs are summarized by jobs, 
processes or lines of product, and then apply to the jobs, processes 
or lines of product by the use of this constant per cent the payroll 
taxes which have in the meantime been accumulated in a tax ac- 
count. Much detail work is saved and the results are completely 
accurate. 

A further simplification is possible in many cases where over- 
head is applied departmentally on the basis of direct labor cost. 
Since the payroll taxes will vary directly with this direct labor cost, 
they can be included in the departmental burden and applied to 
jobs, processes, or lines of product along with the regular factory 
burden. Of course, this is entirely accurate only when the burden 
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| is distributed on a direct labor cost basis, but possibly in some 
cases the error resulting from the use of this method where direct 

labor hours, machine hours or some other basis of burden dis- i 

tribution is used, is not sufficiently great to justify the additional if 

cost of more accurate allocation. | 


Practice in Accounting for Payroll Taxes 


Now let us look at the replies to Question 5. In spite of the 
extra detail involved, twenty-two concerns reported that payroll 
taxes were included in the basic labor rate as an element of direct 
labor cost. It would be interesting to know how many of these 
concerns use a day-rate method of pay and how many use piece- 
rate or incentive systems. It would also be interesting to know 
the variety of products produced and the extent to which detailed 
job, process and class costs are determined. Since the question- 
naire does not cover this point, we can only guess that probably 
these companies have day rates of wage payment, produce a single i 
or simple variety of products and do not have a complicated prob- i 
lem of costing individual jobs or products. ! 


The application of payroll taxes to labor cost by the use of a 
fixed percentage was reported by twenty companies. Under this 
plan payroll taxes are thought of as a sort of labor burden and 
are applied to jobs, processes and lines of product at I, 2, 3 or 
some other per cent determined by the rate that the employer must 
pay to the state and Federal governments under the law to which 
he is subject. It is possible that this method was not accurately 
described in the questionnaire, and that more companies are using 
it than the replies indicate. 

One hundred and thirty-one members, or 50 per cent of those 
replying, stated that taxes on direct labor are included as an ele- 
ment of factory overhead. It would be interesting to know how 
many of these companies apply overhead on the basis of direct 
labor cost. Probably this is the most common method in practice. 
It results, as previously indicated, in applying the payroll taxes 
which are included in overhead, to the product in direct propor- 
tion to the direct labor cost. 

i: It is interesting to note that seventy-six members, or over 29 
“ per cent of those replying to the questionnaire, reported that pay- " 
roll taxes on direct labor are included in general or administrative 
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expense. The large number of such replies is due partially to the 
inclusion in this study of some questionnaires from non-manufac- 
turing concerns where direct labor is not involved. Since the 
other questions applied to both manufacturing and non-manufac- 
turing companies, it was thought best to include these replies al- 
though they do somewhat distort the responses to this question. 
Even with the elimination of the non-manufacturing companies, 
there are quite a number of manufacturing concerns where pay- 
roll taxes are treated as general or administrative expenses. No 
doubt, as the tax rates increase and a better understanding of the 
nature of payroll taxes is secured, there will be fewer companies in 
this category. 

In ten cases members reported a special method of accounting 
for taxes, and two members failed to answer this question. The 
comments of the ten members with miscellaneous methods of treat- 
ing this cost are interesting, and are quoted below: 


“State unemployment tax treated as factory overhead, Federal 
Old Age Benefit tax as a separate deduction from income.” 


“Is being treated as other deductions on the income and ex- 
pense statement.” 


“Included as a separate item in other charges. Certain oper- 
ating percentages have been established which would be de- 
stroyed for purposes of comparison if the tax were distrib- 
uted as it should be. No tie-in cost system here, so this is 
a possible treatment. 


“Deduct tax as a separate item with other Federal taxes be- 
fore surplus profits.” 


“For the present carried in ‘Other Income & Expense’ group 
of accounts.” 


“Charged directly to profit and loss and shown separately in 
one amount, but included in cost of sales when figuring 
prices.” 


“Charged to tax expense.” 


“We show a special item on the profit and loss statement, 
‘Social Security Tax.’” 
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“Charged to tax expense. Our company is not a manufac- 
turing concern.” 


“Tt is a tax and the same as any other tax. The fact that it 
is based on payrolls is incidental in my opinion.” 


Notifying Employees of Pay Deductions 

According to Regulation 91 issued by the Bureau of Internal 
Revenue, “at the time each payment of wages is made to an em- 
ployee his employer shall furnish a written statement to the em- 
ployee showing the amount of employee’s tax deducted from such 
wages.” Question 6 deals with the method used in informing 
employees of amounts deducted from their pay for social security 
taxes. Incidentally, it is usual to show other pay deductions at 
the same time. The following tabulation shows the number of 
companies covered by this study that are using each method of re- 
porting deductions. 


Methods of Reporting Payroll Tax Deductions 


Deduction shown on pay check ............ 104 
Deduction shown on stub of pay check..... 45 
Deduction shown on pay envelope ......... 50 
Deduction shown on separate notification slip 79 
Special methods of showing deductions ...... 4 
No notification given as yet ...........-6. I 


Several companies use two or more methods and four compa- 
nies report three different methods in use. Consequently the 
figures above will give a larger total than the number of replies 
received. 

The figures above probably are not entirely accurate because 
the questionnaire failed to mention the use of check stubs as a 
means of reporting deductions. In spite of this omission, forty-five 
members reported the use of this method by adding a comment 
and it is probable that many who placed a check mark opposite 
“Deduction shown on pay check” are really using the check stub 
method. In the sample forms submitted, there were many more 
check forms with stubs attached than of check forms with space 
on their face for showing deductions. Four members reported 
the use of voucher checks. This has been counted with check 
stubs in the above tabulation. 
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Of the four companies reporting the use of special methods of 
reporting deductions to employees, two state that clock cards are 
used for this purpose, while the other two report that the employee 
earnings record is used to inform the employee of the deductions 
from his earnings. Just how these records are utilized for this 
purpose was not stated. 


Notification Forms Illustrated 


On the following pages several examples of methods used in 
notifying employees of deductions are illustrated. Exhibit 5 shows 
how deductions can be shown on the face of the pay check. Two 
types of checks with attached stubs to notify employees of pay 
deductions are shown in Exhibits 6 and 7. The stub illustrated 
in Exhibit 7 is provided with a partial carbon back so that the 
amounts can be entered at the same time other records are posted 
by machine. The envelope shown as Exhibit 8 is also prepared 
with a partial carbon back for use where two or more records 
are prepared in the same operation. 

One objection to the reporting of deductions on the pay en- 
velope is that this information is of a confidential nature and the 
face of pay envelopes are often seen by others than those for whom 
they are intended. Exhibits 9 and 1o illustrate how this can be 
overcome by the use of large envelope flaps. In one case the flap 
contains the notations as to gross pay, deductions and net pay, 
entered with an adding machine, while in the other case the in- 
formation is shown on the back of the envelope and covered by 
the flap when the envelope is filled. In other cases, a part of the 
flap, numbered the same as the envelope, may contain the informa- 
tion regarding deductions and may be perforated so that it can 
be torn off and inserted in the envelope with the money. One 
company uses a window type envelope, inserting a notification 
slip in the envelope in such a way that the employee’s name and 
number is shown, but the facts about earnings cannot be seen 
until the slip is removed. This method results in the elimination 
of all notations from the envelope and makes possible the use of 
any envelope for a particular employee’s pay. 

Exhibits 11 and 12 show two types of notification slips. Exhibit 
II is prepared in duplicate and the original is retained by the em- 
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Exuusir 9. Exuisir 10. 
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Keep this stub soe 
This is your receipt : 
25 00 : 
Unemployment 25- 
Old Age 507 
Mut. Aid & Mise. ; 
| 24 00% 
GROSS EARNINGS 
DEDUCTIONS 
Federal O. A.B. Tax ‘ 
State U. Tax 
Credit Union 
Relief Association % 
Golden Rule 
Miscollameous 
TOTAL DEDUCTIONS 
AMOUNT IN ENVELOPE = . 
This envelope is your is 
for all deductions. SAVE Ir. 
| 
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RECEIPT FOR PAY 


PERIOD ENDING 


NAME 


WAGES 


DEDUCTIONS: 
Federal Old Age Benefit 
Unemployment Insurance 
Community Chest 
Other Deductions 


Total Deductions 


This amount will be in your envelope. 


800.1-37 
PAY ENDING 


RECEIVED PAY ROLL CHECK 


[cMPLOVER 
DETACH. SIGN AND GIVE TO PAYMASTER 


THE VULCAN DETINNING CO. 
REPUBLIC PLANT 


YOUR PAY FOR PERIOD ENDING 


REGULAR WAGES | = 


DEDUCTIONS 
SOCIAL SECURITY 


_GROUP INSURANCE 


AMOUNT OF CHECK 


PLEASE NOTIFY PAYMASTER IF INCORRECT 


Exuusir 11. 


Exuisir 12. 
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ployer after being signed by the worker, The stub of Exhibit 12 
serves the same purpose. 


Reporting Payroll Tax Liability on the Balance Sheet 


Questions 7, 8, 9 and 10 were designed to give an indication of 
current practice in recording the employer’s liability for the pay- 
roll taxes for which he is responsible and for the employee deduc- 
tions for which he must account to the taxing authorities. As was 
to be expected, practically all of those reporting (250 out of 260) 
stated that deductions from employees’ pay which had not yet 
been paid the state or Federal Governments were recorded as 
liabilities. One wonders how the ten who did not reply affirma- 
tively to this question, record the deduction at the time it is made 
and at the time taxes are paid. 

The replies to Question 8 were not so nearly unanimous. While 
183 reported that their companies accrue at each payroll date the 
liability for payroll taxes which are assessed against the company, 
77 stated that this was not done, and 47 of the 77 added a note 
to the effect that the accrual was made monthly only. There 
seems to be no matter of principle involved here but merely a 
matter of bookkeeping routine. If accruals are made each month 
before statements are prepared, the cost of payroll taxes and the 
company’s liability will be properly shown on such statements. If, 
however, these taxes are applied against each job or order, it 
may be necessary to make the accruals as a part of the regular 
payroll routine. 


Separate Bank Accounts 


When an employer withholds an amount from any employee’s 
pay for the purpose of later payment to the government as the 
employee’s contribution under the law, is it proper to carry the 
amount withheld in the employer’s bank account or should a 
separate fund be set up? If a separate cash account is set up, 
should this be shown on the balance sheet as an asset which is 
available for liquidating the liability for payroll taxes shown on 
the other side of the balance sheet, or should both the debit and 
credit account be eliminated from the balance sheet and shown 
only as a footnote, on the theory that in making the deduction 
the employer is acting in a trustee capacity only? Is it logical 
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to hold that the funds withheld are not assets of the employer, but 
funds belonging to the government which the employer is holding 
in his capacity as collecting agent for the government ? 

These were the sort of questions which were responsible for 
Questions 9 and 10. Apparently some of those replying to the 
questionnaire had been thinking along the same line. In all, sev- 
enteen reported that separate bank accounts were carried. The 
comments listed below give some indication of the procedure fol- 
lowed : 


“We maintain a separate bank account for company and em- 
ployee liabilities to the government in the same amount as 
the reserve set up.” (9) 


“We put unemployment insurance tax in a separate bank ac- 
count as it is due annually, but do not separate old age pen- 
sion tax as it is due monthly.” (32) 


“Two checks are drawn for payroli each week. One is for 
the payroll proper and the other for the employee’s deduc- 
tion. The deduction check is deposited in a tax ac- 


count.” (64) 


“Deductions from employees’ pay are credited (?) to a spe- 
cial fund.” (55) 


“In order to have money to pay tax when due, we transfer 
funds to special account in bank each week, running about 
$16,000 a year.” (100) 


“Paymaster withholds deductions from employees’ wages. 
Check covering company liability is also issued to paymaster. 
He keeps an account of the funds and makes payment of 
taxes.” (105) 


“A separate bank account for employer’s tax and employee 
deductions. All social security taxes and contributions ac- 
cumulated in these accounts.” (117) 


“Although not segregated from regular bank accounts, we 
are planning to eliminate amount from both sides of balance 
sheet. A footnote to the balance sheet will explain this as 
an amount held in trust.” (124) 
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“Expect to set up cash reserve and to deposit monthly the 
amount of employer’s and employees’ contributions for any 
payment required quarterly or annually.” (139) 


“Deposit in bank in special account. Set up asset as ‘Em- 
ployees’ Social Security Taxes’ and liability as ‘Liability for 
Provident Funds’.” (160) 


“We draw checks on the company as each payroll is made up. 
These checks are held by the cashier and used for exchange 
when tax is paid. Thus the tax due is always in the cash 
drawer.” (165) 


“The deductions from employees is credited as a tax liability 
and an equal amount deposited in a special bank account to- 
gether with firm’s contribution.” (172) 


“Amount owing is kept in separate cash account and is so 
shown on the balance sheet. This amount is the same as the 
liability on the balance sheet.” (225) 


“Draw check and deposit.” (238) 


“The amount is small and retained from month to month in 
separate fund with petty cash.” (243) 


“Wages withheld are deposited in a separate bank account 
opened for that sole purpose.” (259) 


“Separate bank account for old-age deductions only.” (260) 


Two things are evident from these comments. While the ques- 
tions related only to employee deductions, it will be noted that in 
many instances the employer’s contribution is kept with the em- 
ployee deductions in a separate bank account. In the second place, 
it seems apparent from some of the comments, that the desire to 
have funds available for the payment of payroll taxes is the con- 
trolling consideration in some cases in the establishment of a 
separate bank account. 


Estimate Cost of Payroll Department 


While 160 of the 260 members replying to the questionnaire 
answered Question 11, it is felt that little can be learned from 
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these figures. In the first place, the spread was so great, ranging 
from $.0002 to $.0276 for each dollar of direct labor as to make any 
average of little significance. Secondly, there was no grouping 
around a central figure, so that a meaningful frequency curve could 
be calculated. And finally, the large number of even figures sub- 
mitted, such as .005 and .o1, tended to indicate that the figures 
given were rather rough estimates in many cases. After all, there 
are many reasons why the cost of operating a payroll department 
should vary widely from any one concern to another. Different 
methods of wage payments, varying duties for different payroll 
departments, and the extent to which different payroll depart- 
ments service the cost and other departments in different compa- 
nies would account for considerable variation in operating costs. 
For this reason it is not possible to set any average or standard 
which might be used as a guide by companies with payroll depart- 
ments doing widely different work. Suffice it to say that the 160 
companies whose costs were covered by this study had a general 
average cost for the payroll department of $.00524 for each dollar 
of direct labor. The figure most frequently mentioned was $.005 
(by 30 companies) ; next in frequency was $.01 (mentioned by 
15 companies). Eight companies reported a cost of $.002, an 
equal number a cost of $.004. The other figures were scattered 
widely. 
R. P. Marpte. 
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